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The present study was designed for the evaluation of the effect of agricultural loan on productivity and income of sample 
farmers in a backward area of Upper and Lower Kurram tehsil of Parachinar, where the main source of institutional credit is 
Zarai Taraqiati Bank Ltd (ZTBL). For this purpose, primary data of 100 respondents were collected from two Tehsils i.e. 
Lower and Upper Kurram by using convenience sampling technique, and multiple regression model was used for data analysis. 
Furthermore, the research could support us to evaluate the relationship between the farm productivity and agricultural credit 
facilitated by ZTBL in the Parachinar, in term of loan availability and its uses in improving the farm productivity. The result 
showed that overall average efficiency of the noncredit user was 4.448 while credit user efficiency was 7.058 which shows 
credit has a significant impact on farm productivity if it is not used as non-productively i.e., construction of houses, purchase 


of vehicle and marriages. 
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INTRODUCTION 


Agriculture plays an important role in the growth and 
development of Pakistan. It is one of the dominant sectors of 
the country; it contributes about 21.4 % to the GDP and 
employs about 43.5 % of the labor force of the country. 
Agriculture is strengthening the national economy through 
the productivity of major as well as minor crops, i.e. cotton, 
rice, wheat, maize and pulses (Govt.of Pak., 2014). 
Agriculture generates productive employment opportunities 
for 45 percent of the country’s labour force and 60 percent 
of the rural population depend on this sector for their 
livelihood. Agriculture is the backbone of Pakistan's 
economy. Farmers are utilizing their own saving along with 
the financing through banks loans to improve their farm 
productivity. Small farmers have unique characteristics that 
have low income and saving. For most small farmers, their 
families left the limited resources to spare for production and 
consumption. They are unable to meet the demand for 
production and development of the total capital resources. 
The bad weather conditions further deteriorate the situation, 
so that the poorest farmers become more vulnerable. 
Therefore, to improve agricultural productivity and incomes 
is a key issue of high priority for developing countries like 
Pakistan. This is an important tool for farmers to obtain the 
working capital used in order to improve their productivity 


and income. Therefore, agricultural credit is an important 
component of the strategy in the development of the 
agricultural farm productivity, farmers need funds for the 
purchasing of inputs like seeds, fertilizer, pesticides etc. 
These funds may be either the farmer’s own savings or 
borrowed. In developing countries, like Pakistan, savings of 
small farmers can be ignored regardless when saving along 
with agricultural credit enables farmers to adopt modern 
technology to boost their agricultural farm productivity. 

Agricultural productivity and economic growth prevent 
limited access to credit lines (Odoemenem and Obinne, 
2010). The agricultural credit has been identified as an 
important factor in determining the development of 
agriculture, not only in the countries in transition and 
developing countries but also in developed economies 
(Kumbhakar, 1997). A relatively large amount of literature, 
the credit markets in developing countries usually focus on 
the productivity impact of credit, investment in agriculture 
and rural development in other areas (Carter and Olinto 
2003). Numerous studies indicated that those farmers who 
are getting credits from bank have high farm yields than non- 
borrowers (Irfan, 1999). All these studies suggest that credit 
is an important input to meet the farmer’s needs. The nations 
as the United States, the UK, Canada, Germany, France and 
other developed countries, the high agricultural farm yields 
is because of wide use of credit. In the Eastern Europe, the 


Agricultural loan and farm productivity 


widespread uses of the agricultural credit increased the farm 
production and improved the living standard of the farming 
community and economic growth (Kausar, 2011). 

In the case of Pakistan, according to economic survey of 
Pakistan, about 70 percent of the population depends on 
agriculture as a mean of living. Despite significant economic 
contribution to GDP, the actual production of this sector is 
well below than efficient farm yield, concentrated on the 
survival of cropping patterns. These farms account for about 
88% of the total area of the land holdings to less than 5 acres. 
These farmers could not afford to buy advanced agricultural 
technologies (Carter, 2003). Agriculture loan plays a central 
role in the enhancement of agricultural productivity. An 
appropriate provision of agricultural loans to peasants for 
acquires the necessary machinery, farm operation, and input 
(Saboor, 2009). The line of Agrarian Sciences was positively 
correlated with available funding (Amir, 1999). Credit Time 
has played an important role in improving agricultural 
technology, meeting the credit needs of the farmers (Siddiqi 
et al., 2004). The agricultural loan plays a vital role in the 
development of farmers and entrepreneurs to make new 
investments or the adoption of new technologies. It also 
helps in smooth consumption used for the working capital 
and poverty reduction. Formal and informal lenders were 
mobilized in rural credit markets (Udry, 1990). 
Unfortunately, the misuse of agriculture loan obtained by 
ZTBL have often used for non-agricultural purposes like 
construction of house, purchase of vehicles and marriage. 
Due to these reasons, farmers were not able to repay the loan 
amount and fall in the category of loan defaulter; ultimately, 
farmers sell their land to repay the loan. In a developing 
country like Pakistan, agronomic practice in agriculture is 
still by traditional method of planting, irrigation facilities, 
low or misuse of modern agricultural technology that 
resulted to low farm productivity (Zuberi, 1989). The land or 
in the form of personal guarantees for the security of credit 
by the borrower to repay legally bind. The Payback period 
started after the first crop (6 months). The cost depends on 
the amount of credit measures (Inayat, 2007). However, in 
the case of default, the credit provider takes the legal action. 
Agricultural Development Bank of Pakistan (ADBP) 
dominated by official agencies. The informal lenders include 
a wide variety of lenders in village and the surrounding areas, 
including friends and relatives are providing agricultural 
loans to farmers. Moreover, it comprises a very small portion 
of overall agricultural loans (Aleem, 1990). The Pakistan 
government has begun implementing various loan schemes 
to increase a flow of credit to the rural sector since 1972. 
According to Agricultural Statistics of Pakistan, with the 
development of these plans, institutional credit increased 
year-to-year about 27.5 percent. To compensate the lack of 
investment in the field of agriculture, the government of 
Pakistan has launched a specialized bank, Zarai Taragiati 
Bank (ZTBL) interested in providing loans responsibility, 


157 


small, medium and long term and three categories in 
Pakistan, especially in Khyber Pakhtunkhawa on poor 
farmers. Previously farmers with land holding of 6.86 
hectares were eligible to get loans but now criteria have 
changed, increased to landholding of 9 hectares (Agricultural 
Statistics of Pakistan 2005-06). The study was conducted in 
the Parachinar, Kurram Agency (FATA), where most of 
people are poor and illiterate. It has an area of 1278 square 
kilometers and 68% of the population depends on 
agriculture. The farmers of the area do not have much 
money, for greater agricultural productivity, to meet their 
needs (Hussain, ef al., 2013). Farming community in the 
study area needed the funds for the purchase of agricultural 
inputs to increase their productivity. Not a single specialized 
institution exists in Pakistan except Zarai Taraqiati Bank 
(ZTBL) to provide loans to farmers to boost their agricultural 
farm productivity. As the debt process is complex and 
lengthy, the poor farmers of the high rate of illiteracy are not 
able to get the loans. Keeping in view the research was focus 
to examine the use of farm credit toward improvement in 
farm efficiency of agriculture sector and income comparison 
between user and non-users of farm credit, extent of 
productivity proportion in relation to increased farm credit. 
From the data collected about 73 percent of respondents says 
that they are using credits, 9 percent do not respond and 19 
percent of respondents are non-credit users respectively. 


MATERIALS AND METHODS 


The universe of the study was Federally Administrated 
Tribal Area Parachinar consisting of three tehsils. Parachinar 
is neither a district nor a division it is a federally 
administrated area which are dealt under the District Kohat 
The entire population of Kurram agency according to 1998 
census was 448,310. The estimated population has now 
reached to 530,000. The total area of the agency is 3,38,052 
hectares. The total area under cultivation in the Agency is 
27,272 hectares, of which 22,000 hectares are irrigated and 
the remaining 5272 hectares are rain fed. The 90 % of the 
landholdings’ size ranges between 16 to 50 canals. The two 
Tehsil consist of 9257 farms with different ratio. Sixty one 
percent people have less than two hectare land (Hussain, et 
al., 2013). 

Cluster technique was used to collect the data. Furthermore, 
cluster was divided into sub clusters which represented the 
villages of the Tehsil. Among these cluster two villages were 
selected randomly. Lastly, five villages were selected. 
Among these sub-clusters, a sample size of 20 respondents 
was taken from each sub-cluster using convenience 
sampling. In order to ascertain a real change in the farm 
productivity and efficiency of beneficiary of agricultural 
credit, similar sample of non-credit user shall also be taken 
from each Tehsil used convenience sampling. The study was 
based upon primary data collected from respondents of 
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different categories user and non-user of agricultural credit. 
Data were collected with the help of questionnaire. The 
questionnaire developed in the local language, was filled by 
the researcher itself during face-to-face interview. 
Questionnaire was pre-tested in the field for applicable 
changes. 
Model: Depending upon the nature of research and the 
objectives of the study, following mathematical/statistical 
methods was employed to draw meaningful inferences. 
Efficiency Ratio: To calculate the first target, the efficiency 
ratio was calculated. The efficiency is the output to the input 
rate. Efficiency ratio can be calculated turnover of 
receivables, debt repayment, the number and use of the 
equity, and the general use of inventory and machinery. 
Efficiency = output/input 
Econometric Model: Multiple regression model was used to 
estimate the impact of credit on productivity asused by 
(Nosiru, 2010). Mathematical formula of the model is as 
under: 
yl = Bo + BilnXij+ BolnXist .... BilnXip+ ei for i=1,2,...n 
Y = Bo + BilnX; + BalnX> + B3lnX3 + BalnX4 + € 
Where, Y = Farm Productivity (Thousand Tons), X1 
Agriculture loan (Million Rupee), X2 Interest rate 
(percentage), X3= Farm size (Hectares), X= No. of labors, ¢ 
= Error term 














RESULTS AND DISCUSSION 


This chapter analyses the effect of credit on farm 
productivity. How much efficient were the farmers getting 
agricultural credit than the farmers not obtaining farming 
credit? The analysis is obtained from the regression model 
through different tests. The analysis is obtained through least 
square test, autocorrelation, normality test, 
heteroskedasticity and LM test. Regression model is below. 
Y Bo + BilnX, t BolnX t B3lnX3 t BalnX4 + & 
Regression model is analyzed below in which impact of 
credit, interest rate, no of labors and farm size on 
productivity is estimated. Table 1 show regression of model, 
model will be written in such a manner below. 








Table 1: Proportional Ratio of Credit on Productivity 


Yi = 11.53291 -0.112550 X; — 0.029445 X> + 0.649336 X3 
+ 0.112786 X4+ € 

Table 1 state that credit has negative impact on productivity. 
1 percent increase in credit will bring decrease of 0.112550 
percent in production. T value is -1.869355 which nearer to 
2 state that value is significant at a=10, because p value is 
greater than 0.05. Interest rate also show negative impact on 
production. As interest rise by 1 percent will decrease 
production by 0.029445 percent and t value is less than 2 
which is insignificant at o=10. Farm size has a coefficient of 
value 0.649336, means that | percent increase in farm size 
will increase productivity by 0.649336 percent. Till now 
tablel show that farm size has greater impact on 
productivity. T value is 8.576896 which is greater than | and 
significant at 5 percent P value where a=5 percent. Number 
of labor also show positive impact on productivity with 
coefficient value equal to 0.112786, mean | percent rise in 
labor will increase productivity by 0.112786 percent. T value 
is 1.66648 which is less than 2. It is significant at 10 percent 
where o=10 because P value is greater than 0.05. R square 
has value 0.780147 shows that 78 percent change in 
productivity is due to credit, interest rate, land area and 
number of labor. Normality test is applied to check either the 
data used for finding the model is normally distributed or not. 
Table 4.8 show that P value is greater than 0.05. so the 
probability figure show that model is normally distributed at 
level of 10 percent. 

Figure 1 show normality tests, which describe that data is 
normally distributed because P value is greater than 5 
percent. The outcomes of the regression analysis are 
presented in Table 4.7 as multiple regression model is used 
so the estimate coefficients of production. The intercept of 
the model is 11.53291, which represents that the natural log 
of the expected yield of crop when there is no input. Effect 
of credit is negative, | percent increase in credit will bring 
decrease of 0.112550 percent in production. Interest rate also 
shows negative impact on production. As interest increase by 
1 percent will decrease production by 0.029445 percent. 








Coefficient Std. Error t-Statistic Prob. 
C 11.532910 0.863098 13.362240 0.0000 
LCR -0.112550 0.060208 -1.869355 0.0681 
LNLD 0.649336 0.075708 8.576896 0.0000 
LTC 0.112786 0.067679 1.66648 1 0.1026 
R -0.029445 0.028642 - 1.028021 0.3094 
R-squared 0.780147 Mean dependent variable 13.0197 
Adjusted R-squared 0.760604 S.D. dependent variable 0.8482 
S.E. of regression 0.414986 Akaike info criterion 1.1735 
Sum squared resid 7.749603 Schwarz criterion 1.3647 
Log likelihood -24.337390 F-statistic 39.9205 
Durbin-Watson stat 1.893870 Prob(F-statistic) 0.0000 
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Series: Residuals 
Sample 1 50 
Observations 50 


Mean 2.73e-16 
Median -0.005983 
Maximum 1.361147 
Minimum -0.731867 
Std. Dev. 0.397687 
Skewness 0.472413 
Kurtosis 4.306524 


Jarque-Bera 5.416046 
Probability 0.066668 























-0.5 -0.0 0.5 1.0 


Figure 1: Normality Test of the Model 


Farm size has a coefficient of value 0.649336, means that 1 
percent rise in farm size will rise productivity by 0.649336 
percent. Number of labor also show positive impact on 
productivity with coefficient value equal to 0.112786, mean 
1 percent. growth in labor will increase productivity by 
0.112786 percent. This was the all finding of the regression 
model. Table 4.9 defines heteroskedasticity test result. P 
value in table 4.9 is greater than 0.05 which describe that 
there is no heteroskedasticity 


Conclusion and Recommendation: After summarizing the 
whole discussion the findings confirmed the negative impact 
of agricultural credit disbursed in the area. An important 
finding of the research was that the loan is not properly 
utilized by the credit user. Unfortunately, the misutilization 
of the loan provided by ZTBL was misused regularly on the 
structure of houses, purchase of vehicles and marriages etc. 
As a result of these credit users income is significantly 
increases as compare to noncredit user, because of land area. 
Cultivated land area of the credit user is more. Loan is not 
properly utilized because of terrorism in the area. Terrorism 
has huge impact on the productivity. Farmer activities are 
limited up to some extent and loan which is taken from the 
bank is use for other purposes. Borrowers take loan for 
production but used for other household purpose because in 
war affected areas everything is reach to it hike prices. High 
interest rate also reduce the farm production it is worth 
mentioning here that majority of the respondents complained 
about the interest rate charged on these loans and the 
procedure for obtaining credit from ZTBL (The only 
financing institution for agriculture sector in Pakistan taken 
under study). Therefore, the ZTBL should improve their 
strategy to encourage the farmers for the better use of loan. 
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